Report of the auditor-general to Gauteng Provincial 
Legislature and the council on Westonarla Local 
Municipality 

Report on the financial statements 

Introduction 

1 . I have audited the financial statements of the Westonaria local municipality set out on 
pages xx to xx, which comprise the statement of financial position as at 30 June 2014, the 
statement of financial performance, statement of changes in net assets, the cash flow 
statement, the statement of comparison of budget and actual amounts for the year then 
ended, and the notes, comprising a summary of significant accounting policies and other 
explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP), the requirements of the Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the companies 
Act of South Africa, 2008 (Act No. 71 of 2008 effect from 1 May 201 1 (Companies Act), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor-general’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my audit. 

I conducted my audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 
25 of 2004) (PAA), the general notice issued in terms thereof and International Standards 
on Auditing. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance about whether the financial statements 
are free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my adverse audit opinion. 
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Basis for adverse opinion 
Property, plant and equipment 

6. The municipality did not have adequate internal controls over the recording of property, 
plant and equipment; therefore I could not trace the assets from the asset register to the 
floor. Consequently the property, plant and equipment is overstated by R23 033 335. 

7. The municipality did not review the residual values for property, plant and equipment at 
each reporting date, in accordance with GRAP 17. Property, plant and equipment with a 
gross carrying amount of R1 182 755 008 (2013: R1 165 442 091) were included in the 
financial statements. I was not able to determine the correct net carrying amount of property, 
plant and equipment as it was impracticable to do so. 

8. I was unable to obtain sufficient appropriate audit evidence in relation to capitalised work in 
progress. Consequently, I was unable to determine whether any adjustment to the additions 
to property, plant and equipment stated as R94 693 537 in the financial statements was 
necessary. 

Accumulated depreciation 

9. The municipality did not use the appropriate useful lives tor property, plant and equipment 
in accordance with the council-approved asset management policy in the prior financial 
years. Therefore due to the number of prior periods involved, I could not determine the 
accuracy effects of the errors on accumulated depreciation relating to property, plant and 
equipment disclosed as R1 035 560 512 in the financial statements. I was therefore not 
able to determine the correct net carrying amount of property, plant and equipment, as it 
was impracticable to do so. 

Impairment loss 

10. The municipality did not review the impairment of property, plant and equipment at the 
reporting date, as required by GRAP 21 Impairment of non-cash-generating assets and 
GRAP 26 Impairment of cash generating assets. Property, plant and equipment with a net 
carrying amount R1 182 755 008 is disclosed in the annual financial statements without 
assessing all possible indicators of impairment. I therefore could not quantify the 
misstatement. 

Investment property 

11. The municipality did not recognise all property registered in the name of the municipality 
from the deeds register and held to earn rental or for capital appreciation as investment 
property, in accordance with GRAP 16 Investment property. I could not determine the 
accuracy effects of the misstatements relating to investment property amounting to 
R141 350 971 as disclosed in the financial statements. Consequently, I was not able to 
determine the correct carrying amount of investment property, as it was impracticable to do 
so. 

Cash and cash equivalents 

12. The municipality did not have adequate systems to maintain records for unreconciled items 
reflected on the bank reconciliation, which resulted in cash and cash equivalents being 
misstated by R3 832 890 (2013: R 6 197 482). In addition, i was unable to obtain sufficient 
appropriate audit evidence for the amounts disclosed as cash and cash equivalents in note 
3 to the financial statements and I could not confirm the disclosure by alternative means. 
Consequently, I was unable to determine whether any further adjustment to the cash and 
cash equivalents stated at R7 456 21 1 in the financial statements was necessary. 
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Cash flow statement 

1 3. The municipality did not have adequate internal controls over the recording of cash flow 
from operating activities in the cash flow statement. The cash flow statement includes non- 
cash items amounting to R6 425 635 (2013: R3 527 262). I was unable to confirm the 
accuracy of the cash flow statement by performing alternative audit procedures. 

Prior period error 

14. The municipality restated the corresponding figures on the cash flow statement however no 
appropriate disclosures as required by GRAP 3 Accounting policies, estimetes and errors. I 
was unable to confirm the completeness and accuracy of the prior year disclosure note by 
performing alternative audit procedures. 

Aggregation / Accumulation of immaterial uncorrected misstatements 

15. The financial statements were materially misstated due to the cumulative effect of 
numerous individually immaterial uncorrected misstatements in the following items making 
up the statement of financial position and the statement of financial performance and the 
notes to the financial statements. 

• Irregular expenditure reflected as R24 906 510 was understated by R209 999 of 
misstatement. 

• Investment property reflected as R141 350 971 was overstated by R1 077 991 of 
misstatement. 

• Accumulated surplus reflected as R1 169 835 602 was overstated by R1 509 555 of 
misstatement. 

• General expenditure reflected as R29 542 397 was overstated by R431 564 of 
misstatement 

16. In addition, I was unable to obtain sufficient appropriate audit evidence and to confirm the 
following items by alternative means: 

• Trade payables of R2 341 619 as included in the disclosed balance of R1 30 117 192. 

• Intangible assets of R467 773 as included in the disclosed balance of R689 648. 

• Repairs and maintenance of R446 700 as included in the disclosed balance of 
R4 653 371. 

• Other income of R949 980 as included in the disclosed balance of R2 156 525. 

17. As a result, I was unable to determine whether any adjustment to these items was 
necessary. 

Adverse opinion 

18. In my opinion, because of the significance of the matters described in the basis for adverse 
opinion paragraphs, these financial statements do not present fairly the financial position of 
the Westonaria local municipality as at 30 June 2014 and its financial performance and 
cash flows for the year then ended, in accordance with SA Standards of GRAP, and the 
requirements of the MFMA. 
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Emphasis of matter 

19. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Significant uncertainties 

20. With reference to note 47 to the financial statements, the municipality is the defendant in a 
number of legal claims. The ultimate outcome of the matters cannot presently be 
determined. Consequently no provision for any liability that may result has been made in 
the financial statements. 

Restatement of corresponding figures 

21 . As disclosed in note 49 to the financial statements, the corresponding figures for 30 June 
2013 have been restated as a result of an error discovered during 30 June 2014 in the 
financial statements of the Westonaha Local Municipality at, and for the year ended, 30 
June 2013. 

Material losses 

22. As disclosed in note 61 to the financial statements, the municipality suffered significant 
electricity distribution losses amounting to R24 997 613 (2013: R20 003 159). The losses 
are due to illegal connections and faulty meters. 

23. As disclosed in note 61 to the financial statements, the municipality suffered significant 
water losses during the financial year amounting to R1 091 422 (2013: R1 172 293) due to 
theft, faulty meters and leakages. 

Material impairments 

24. As disclosed in note 35 to the financial statements, material impairments to the amount of 
R57 928 451 were incurred as a result of irrecoverable trade debtors. 

Additional matter 

25. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Unaudited supplementary information 

26. The supplementary information set out on pages .XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited this 
schedule and, accordingly, I do not express an opinion thereon 

Report on other legal and regulatory requirements 

27. In accordance with the PAA and the general notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 

Predetermined objectives 

28. I performed procedures to obtain evidence about the usefulness and reliability of the 
reported performance information for the following selected development priorities 
presented in the annual performance report of the municipality for the year ended 30 June 
2014: 

• Strategic goal 1 : To promote integrated sustainable development pp. x - x 

• Strategic goal 2: To ensure the provision of basic services to communities pp. x - x 

• Strategic goal 3: To promote local economic and social development pp. x - x 
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29. I evaluated the reported performance information against the overall criteria of usefulness 
and reliability. 

30. I evaluated the usefulness of the reported performance information to determine whether it 
is presented in accordance with the National Treasury's annual reporting principles and 
whether the reported performance was consistent with the planned development priorities. I 
further performed tests to determine whether indicators and targets were well defined, 
verifiable, specific, measurable, time bound and relevant, as required by the National 
Treasury’s Framework for managing programme performance information (FMPPI). 

31 I assessed the reliability of the reported performance information to determine whether it 
was valid, accurate and complete. 

32. The material findings in respect of the selected development priorities are as follows: 

Strategic goal 1: To promote integrated sustainable development 

33. I did not raise any material findings relating to the usefulness and reliability of the reported 
performance information for Strategic goal 1: to promote integrated sustainable 
development. 

Strategic goal 2- To ensure the provision of basic services to communities 

34. I did not raise any material findings relating to the usefulness and reliability of the reported 
performance information for Strategic goal 2: to ensure the provision of basic services to 
communities. 

Strategic goal 3: To promote local economic and social development 

35. I did not raise any material findings relating to the usefulness and reliability of the reported 
performance information for Strategic goal; to promote local economic and social 
development 

Additional matters 

36. I draw attention to the following matters: 

Achievement of planned targets 

37. Refer to the annual performance report on pages x to x; x to x; x to x and x to x for 
information on the achievement of planned targets for the year. 

Compliance with legislation 

38. I performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other related 
matters. 

39. My findings on material non-compliance with specific matters in key legislation, as set out in 
the general notice issued in terms of the PAA, are as follows: 

Annual financial statements 

40. The financial statements submitted for auditing were not prepared in ail material respects in 
accordance with the requirements of section 122 of the MFMA. 

41 . Material misstatements of non-current assets, current assets, liabilities, expenditure and 
disclosure items identified by the auditors in the submitted financial statements were 
subsequently corrected and the supporting records were provided subsequently, but the 
uncorrected material misstatements and supporting records that could not be provided 
resulted in the financial statements receiving an adverse audit opinion. 
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42. Financial statements were not submitted for auditing within two months after the end of the 
financial year, as required by section 126(1) (a) of the MFMA. 

Expenditure management 

43. Money owed by the municipality was not always paid within 30 days or an agreed period, 
as required by section 65(2)(e) of the MFMA. 

44. Reasonable steps were not taken to prevent irregular and fruitless and wasteful expenditure, 
as required by section 62(1 ) (d) of the MFMA. 

Asset management 

45. An effective system of internal control for assets (including a system of control around the 
asset register) was not in place, as required by section 63(2) (c) of the MFMA. 

Procurement and contract management 

46. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids, as required by Supply Chain Management (SCM) regulation 19(a). 
Deviations were approved by the accounting officer even though it was not impractical to 
invite competitive bids, in contravention of SCM regulation 36(1). 

47. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by SCM regulation 17(a) & (c). 

Consequence Management 

48. Irregular expenditure incurred by the municipality was not investigated to determine if any 
person is liable for the expenditure, as required by section 32(2) (a) (ii) of the MFMA. 

49. Fruitless and wasteful expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, as required by section 32(2) (a) (ii) of 
the MFMA. 

Internal control 

50. I considered internal control relevant to my audit of the tinancial statements, annual 
performance report and compliance with legislation. The matters reported below are limited 
to the significant internal control deficiencies that resulted in the basis for disclaimer of 
opinion, the findings on the annual performance report and the findings on non-compliance 
with legislation included in this report. 

Leadership 

51 . Executive Mayor, Municipal Public Accounts Committee (MPAC) and council were not 
effective in positively influencing good governance and clean audit administration target of 
the province. Governance concerns escalated by audit committee where administrative 
leadership is slow in implementing action plans, resolutions and recommendations were not 
adequately addressed by council. 

52. The accounting officer did not adequately perform oversight responsibility over financial 
reporting resulting in material adjustments required on the financial statements, findings on 
non-compliance with MFMA and SCM legislation. 

53. The municipality developed a plan to address audit findings, but adherence to the plan on 
key items such as procurement and contract management were not monitored on a timely 
basis by the appropriate level of management, resulting in a number of findings relating to 
assets, non-compliance with MFMA and SCM regulations. 
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Financial and performance management 


54. The financial statements preparation and review processes were inadequate in certain 
instances, resulting in material adjustments to the financial statements. The weaknesses in 
these processes also resulted in findings that lead to an adverse opinion on the financial 
statements. 

Governance 

55. Oversight bodies did not adequately promote accountability and service delivery effectively. 
Monitoring of the internal control environment relating to financial and compliance with 
legislation were not effective to prevent findings relating to assets, non-compliance with 
MFMA and SCM regulations. Management did not adequately implement the 
recommendations of the audit committee. 

Other reports 

Investigations 

56. The AGSA performed an investigation at Westonaria Local Municipality on the request of 
the MEC Gauteng Gogta, which covered 2009 to 2014 periods. The investigation was 
initiated after allegations of procurement irregularities and misappropriation of the 
municipality’s assets were made by the community against the Municipality. The 
investigation report was provided to the municipality and was subsequently tabled before 
council. 


Johannesburg 
30 June 2015 
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AUDITOR -GENERAL 
SOUTH AFRICA 


Aud/fmg /o build public confidence 
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